Summary of the 1st Steering Group Meeting of the National Policy Dialogue                                                  on Water-Related Issues in Ukraine

23 April 2009, Kiev, Ukraine
National Policy Dialogues (NPD) are the main mechanism within the EU Water Initiative for identifying priority actions on water and for establishing multi-stakeholder dialogue with partner countries, including EECCA. Since early 2006, EUWI National Policy Dialogues are under way in selected EECCA countries with OECD/EAP Task Force as strategic partner on water supply and sanitation (WSS). 

In 2007, Ukraine expressed an interest and  willingness to conduct a NPD on water-supply and sanitation. As a result, specific objectives of the Ukrainian NPD were agreed at national level and included:

· analyzing the impact of decentralization on water services in Ukraine 
·  identifying possible reform measures that can help to overcome the undesirable effects of fragmentation, i.e. through inter-municipal cooperation agreements, the establishment of regional water utilities and other relevant measures, and

· presenting the reform measures in the form of policy recommendations.
A first Steering Group meeting of the EUWI  National Policy Dialogue in the water supply and sanitation sector of Ukraine was held on 23 April 2009 in Kiev. 
     The meeting was organized following the established cooperation between the OECD/EAP Task Force and the Ministry of Municipal Housing Economy of Ukraine with financial support from the EUWI EECCA. It was attended by about 75 participants, including sector professionals from Ukraine, water sector officials  from 4 other EECCA countries (Moldova, Armenia, Georgia, Kyrgyzstan) and representatives from the EC, Romania (EUWI EECCA Chair), UNDP, a Swiss cooperation project, as well as NGOs.

     Participants acknowledged the existence of  post-decentralization implications in the water supply and sanitation sector of Ukraine. There are several generally-accepted decentralization terms and one should be clear using that definition. One can define (i) political decentralization implying local governments better representing local interests in the political decision-making; (ii) administrative decentralization which implies the delegation of regional or local planning, day-to-day management, and, partly, infrastructure from the central administrations to the lower levels of government; and  (iii) fiscal decentralization as a key component in any kind of decentralization,- it means ensuring the access to the necessary resources and its right to financial decision-making. 
     Administrative decentralization in Ukraine has been implemented by transfer of responsibilities for public service infrastructure from the state to the level of local self governments, but has not proved to be performed equally effectively in locations of different size and economic condition. The system of regulation of water and wastewater sector in Ukraine is still in the process of revision and reform, and requires additional efforts of the Government in order to make it clear and straightforward for all the actors of the water sector. 
Delegates agreed that a number of challenges have been created by decentralization in the water sector of Ukraine:

· overfragmentation of responsibility for water infrastructure;
· water quality varies significantly through Ukraine, there are areas where water quality raises questions of safety;
· inefficient use of energy and other materials (what might be the result of the lack of economy of scale);   
· low attractiveness for investments;
· lack of capacity to operate and maintain the infrastructure  to prepare bankable projects and implement them.
     To overcome the existing challenges a variety of policy options is available to policy makers as demonstrated in a number of case examples from Ukraine, Romania, Poland, Austria and France. In all these countries, municipalities are working together in some form of “inter-municipal cooperation” (IMC) with the aim of pooling resources and assets to achieve larger scale of operations. IMC forms differ by the degree of cooperation that takes place in them, ie going from the simple sharing of mobile machinery to the full integration of assets into a single management structure. Another important dimension that is helping to caracterise the variety of IMCs is what drives them. While some IMCs are driven by certain financial instruments that are only available to municipalities of a certain size, others are driven by hydrological or more broadly environmental reasons (ie because they share the same water source).
Participants recognized these different policy options as relevant in the Ukrainian context and agreed that it is the role of Central Government to put a policy framework into place to provide municipalities and villages with the right incentives for achieving economies of scale and scope. There is a recognized need for the establishment of national regulatory authorities to ensure a proper procedure for tariff setting. The National Regulatory Commission on energy, water supply and sanitation would increase coordination in the sector by setting tariffs for both electricity and WSS.
Participants agreed that inter-municipal cooperation would be a solution allowing to overcome some of the inefficiencies inherent in a fragmented water sector. At the same time, there is no one-size-fits-all solution for water utilities and communities in the Ukraine, and national policy should not try to be prescriptive. Rather the role of national policy makers should be to create an enabling framework that incentivizes municipalities and communities to chose the most economically efficient way of organizing water services. 
The Ministry of Housing and Municipal Economy of Ukraine recognised its role in this way and pointed-out that its mission is to plug existing gaps in legislation, remove inconsistencies and clarify  legislative provisions regarding distribution of regulatory functions among different levels of government. 
As possible next steps in the dialogue, delegates supported the proposals of the OECD/EAP Task Force to (a) develop a policy brief that would describe the challenges of a decentralised water sector and identify the different policy options  (b) work towards a roadmap identifying key areas of reform and their sequence for Ukrainian policy-makers.
Participants also expressed their interest in extending the dialogue to new areas of work, ie possible work on public-private-partnerships on the basis of the OECD Checklist for Public Action in this area, which could provide another focus area for the dialogue; work to support the development of a strategic financial plan for the water supply and sanitation sector and to link such a plan into the budget process, in view of possible sector budget support that is currently being discussed with donors.
3

